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Path to the Current Fiscal SituationPath to the Current Fiscal Situation

As a result of the movement to downsize government, as 
well as lower inflation and easing of demographic 
pressures, growth in state GFS expenditures was cut 
nearly in half in the three fiscal periods following the 
passage of Initiative 601.  The slowdown in spending and 
a strong economy resulted in large revenue surpluses, 
enabling the Legislature to adopt a series of tax cuts and 
voters to approve tax cuts and spending initiatives.  

Last half of 1990s: 
economic boom, 

spending growth cut in 
half, temporary large 
surpluses, tax cuts, 
spending initiatives

The tax increase adopted in 1993, together with changing 
public attitudes toward government, contributed to the 
passage of Initiative 601 in November 1993, which limited 
growth in state government spending.

1993-94: passage of 
Initiative 601 and 

downsizing movement

When the revenue forecast plummeted in the spring of 
1993 as Boeing announced 19,000  job layoffs, a projected 
$1.5b GFS budget shortfall was solved with a combination 
of budget cuts and tax increases, including a nearly 
$700m increase in B&O, sales and other GFS taxes.

1993-95 Biennium: 
economic slowdown, 

budget cuts, tax 
increases

Increased  spending on health care, public safety, and 
special education during the economic boom of the late 
1980s made it difficult to sustain General Fund – State 
(GFS) spending when the economy slowed down in the 
early 1990s.

Late 1980s: economic 
boom, spending 

increases
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Original 2001-03 GFS Budget (June 2001)
Maintenance Level w/o COLAs = $22,145 billion

Estimated 01-03 Revenues = $22.117 billion

Original 2001-03 GFS Budget (June 2001)
Maintenance Level w/o COLAs = $22,145 billion

Estimated 01-03 Revenues = $22.117 billion

Expenditure Needs Beyond Estimated Revenues

I-732 Teachers' COLA

$425M

All Other COLA/
Compensation

$265M

Health
Benefit

Increases

$131M

Other Policy

$352M

Budget Balancers

Use of Reserves

$600M

Transfers
from Other 

Funds

$228M

Savings/

Reductions

$535M
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2001-03:  What Happened Next…2001-03:  What Happened Next…

! As a result of worsening economic conditions, the 9/11 terrorist attack, a 
national recession, and aerospace industry layoffs, the GFS biennial forecast 
declined by $1.2 billion between June 2001 and March 2002.

! Increasing K-12 enrollment; caseload increases in prisons and medical 
assistance, as well as health care cost increases also pushed expenditure 
demands higher by almost $400 million.

!Washington’s Economy (Source: EFSEC June 2002 Forecast):  
•Unemployment rate at 7.02 percent for FY2002.
•Statewide job loss in 2001 was about 73,000.
•The current cycle is expected to bottom out this summer.
•Construction and telecommunication sectors continue to contract, while 
non-aerospace manufacturing and business services sectors are 
improving.  
•Revenue Act collections were 1.6% below a year ago for the first four 
months of calendar 2002.
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2002 Supplemental Budget(M arch 2002)
THE PROBLEM : $1.543 Billion Shortfall in Current Biennium

Assumes February caseload/enrollment and revenue updates.

$1.543 Billion

The Solution:  As Passed Legislature 3/14/02

Additional Resources =  $858 million Reductions =  $685 million

Reserve Balance =  $305 million

$1.156B
Revenue 

Loss

$387m
Caseload/Enrollment 
and other spending 

pressures

$122m
New 

Revenue

$52m
Fund 

transfers

$450
Securitize

tobacco funds

$234m
Spend ERF & 
unrestricted 

reserve

$63m
Pension 

rate 
savings

$59m
I-695 

backfill 
(net)

$47m
Health 

benefits

$54m
Higher 

Ed.

$208m
Human 

Services

$92m
K-12

$50m
2nd

year 
COLA

$112m
All 

other
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2001-03 General Fund Budget
(Dollars in Millions)
2001-03 General Fund Budget
(Dollars in Millions)

June    November March June
2001 2001 2002 2002

2001-03 Resources
(GFS revenue forecast plus 99-01 fund $22,717  $21,808      $21,650   $21,739

balance)

Current 2001-03 Appropriations 22,783 22,783 22,485 22,451

Difference: Resources less Appropriations (66)           (975) (835) (712)

Transfers into the General Fund 228 228 1,054 1,054

Unrestricted Ending GFS Balance                         162 (747) 219          342

Emergency Reserve Fund Balance     446 384 53           55

Initiative 601 Expenditure Limit     22,848 22,863 23,260    23,260
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General Budget FactorsGeneral Budget Factors

Revenue
About 85-90% 

of Personal 
Income

Spending 
Drivers

Specific 
Population 

Growth

Specific 
Inflation

Utilization 
Rates

Policy 
Change+ +- +-

I-601 Fiscal Growth Factor

Personal 
Income

General 
Population 

Growth

General 
Inflation

Real per Capita Personal 
Income Growth 

(Productivity Gains)

+ +-
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2003-05 Outlook
Before the 2001-03 Supplemental
2003-05 Outlook
Before the 2001-03 Supplemental

!The projected GFS deficit was for the current biennium 
translated into a $3.7 billion problem in 2003-05.

!The supplemental budget passed by the Legislature provided 
for nearly $1.3 billion in immediate solutions, including 
significant budget savings and cuts, enhanced tax compliance, 
additional lottery revenue, tax loophole closings, and revenues 
from the tobacco settlement. 

!About $600 million of the solution will have a one-time effect 
on the bottom line, while nearly $700 million is expected to 
carry forward into the next biennium.

!This down payment on the state’s budget problem reduces the 
potential deficit in the 2003-05 Biennium by nearly $2.7 billion, 
resulting in a potential $1 billion deficit for next biennium.  
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2003-05:  General Economic Context2003-05:  General Economic Context

! In February, the Economic and Revenue Forecast Council 
predicted that the state’s economic turndown would continue 
through calendar year 2002.

! A “modest” rebound is expected in the first quarter of 2003.
! Washington’s per capita income is expected to grow 4.8/4.9 

percent annually in 2003-05.
! Inflation forecasts for 2003-05 budget:

IPD Seattle CPI (for I-732 COLA)
FY 2002 1.1 percent 3.7 percent 
FY 2003 1.9 percent 3.6 percent 
FY 2004 2.4 percent 2.0 percent 
FY 2005 2.5 percent 2.0 percent
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Altogether, medium-term population pressures are high in 
Long-Term Care and Higher Education, but low for other 
major state government programs.

Altogether, medium-term population pressures are high in 
Long-Term Care and Higher Education, but low for other 
major state government programs.

0% 5% 10% 15% 20%

Projected Population Change:  2003-2007

Total Population 
Growth: 5.25%

Juvenile Rehabilitation
Ages 12-17

Corrections
Males Ages 18-39

Medical Assistance
General Population

Long-Term Care
Ages 85 and older

TANF
Females Ages 18-34

Higher Education
Ages 17-29

K-12 Education
Ages 5-17
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But policy pressures across several major 
programs and “inflationary” pressures in 
healthcare are high.

Demographic 
Pressures

Inflation 
Pressures

Policy 
Pressures

Percent of 
Budget

HighHighHigh12.3Higher Education

High (Initiatives)____Low43.5K-12 Education

________Low6.8TANF

____Very HighHigh (aging of 
population)9.5Medical Assistance

High____High4.6Long-Term Care

________Low5.3Prison

High____Low.8Juvenile Rehabilitation
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Health care “inflation” is surging again.Health care “inflation” is surging again.

CPI

IPD

Aug 2001 
observations

2001  survey

Health Care 
Cost Inflation

2000 Pessimistic
2000 Optimistic
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*Source: Historical data William M. Mercer, Inc., projected data supplied by OFM
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Health care costs grew 15 percent per year in 
the 2001-03 budget.
Health care costs grew 15 percent per year in 
the 2001-03 budget.

FY2003

FY2002

5% 10% 15% 20% 25%0%

Employee health
benefits

Basic Health Plan

Medical
Assistance

Total
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Assumptions for 2003-05 Baseline 
Expenditure Projection (May 2002)
Assumptions for 2003-05 Baseline 
Expenditure Projection (May 2002)

Expenditures

Annual growth in health care costs: 12% (down from 15%)

All Employee COLAs: Seattle CPI at 2.0%

Caseload growth – based on official medium-term caseload forecasts 
where available OR growth in associated population group

General inflation (non-employee): IPD – 2.4%

Bow wave from FY 2003: $0

COLAs are included.

Higher education maintains its 01-03 participation rate.

No other policy adds are included.
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Spending AssumptionsSpending Assumptions
FY 2004 – FY 2007

(Builds on 2001-03 Supplemental Budget as passed in March 2002 and Governor’s vetoes.)

Scenario 1 Scenario 2

Employee COLAs:  Seattle CPI – 2.3% X X

Caseload growth – based on official 
caseload forecasts where available OR 
growth in associated population group X X

General inflation (goods and services):  
IPD – 2.2% X X

Higher education maintains its 01-03 
participation rate. X X

No other policy adds are included. X X

*Down from 15% in 01-03

Annual growth in health care costs IPD 2.4% 12%*
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Scenario 1:  All programs grow based on 
caseload/specific population growth and general inflation.  
Revenue grows at 85% of personal income growth.

Scenario 1:  All programs grow based on 
caseload/specific population growth and general inflation.  
Revenue grows at 85% of personal income growth.

Total Revenues & Resources $10,527 $11,339 $11,345 $11,621 $12,193 $12,789

Total Expenditures $11,226 $11,222 $11,616 $11,997 $12,438 $12,903

DIFFERENCE ($699) $117 ($271) ($376) ($245) ($114)

*Includes statutorily required transfers to other funds.

TOTAL RESERVES/DEFICIT* $310 $398 $127 ($248) ($493) ($608)

2002 2003 2004 2005 2006 2007
PROJECTION

Result:  Revenue almost keeps pace with budget pressures.  



OFFICE OF FINANCIAL MANAGEMENT

Scenario 2:  Same as Scenario 1 except health care 
annual cost per case growth is 12%.
Scenario 2:  Same as Scenario 1 except health care 
annual cost per case growth is 12%.

Total Revenues & Resources $10,527 $11,339 $11,345 $11,621 $12,193 $12,789

Total Expenditures $11,226 $11,222 $11,828 $12,446 $13,162 $13,945

DIFFERENCE ($699) $117 ($483) ($825) ($969) ($1,156)

*Includes statutorily required transfers to other funds.

TOTAL RESERVES/DEFICIT* $310 $398 ($85) ($910) ($1,879) ($3,035)

2002 2003 2004 2005 2006 2007
PROJECTION

Result:  Revenue does not keep pace with budget pressures.  Deficit 
is difficult to manage.
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